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ABSTRACT 
 
The aim of the study is to identify the opportunities and challenges a local government public asset manager is 
most likely to deal with when adopting the appropriate Public Asset Management Framework especially in 
developing countries.  In order to achieve its aim, this study employs a Case Study in Indonesia for collecting all 
data i.e. interviews, document analysis and observations at South Sulawesi Province, Indonesia.  The study 
concludes that there are significant opportunities and challenges that local governments in developing countries, 
especially Indonesia, might be required to manage if apply public asset management framework appropriately.  
The opportunities are more effective and efficient local government, accountable and auditable local government 
organization, increase local government portfolio, reflect up to date information for decision makers in local 
government, and improve the quality of public services.  On the other hand, there are also challenges.  Those 
challenges are local governments has no clear legal and institutional framework to support the asset management 
application, non-profit principle of public assets, cross jurisdictions and applications in public asset 
management, the complexity of public organization objectives, and data availability required for managing 
public property.  The study only covers the condition of developing countries where Indonesia as an example, 
which could not represent exactly the whole local governments’ condition in the world.    Further study to 
develop an asset management system applicable for all local governments in developing countries is urgently 
needed.  Findings from this study will provide useful input for the policy maker, scholars and asset management 
practitioners to develop an asset management framework for more efficient and effective local governments. 
 
Keywords: Asset management, local government, asset managers, developing countries, Indonesia. 
 
1. INTRODUCTION 
 
There are some identical circumstances shared among local governments throughout the world in relation to 
public assets.  The first condition is the decentralization trend that transforms local governments as a giant 
property holder in almost overnight (Hentschel & Kaganova, 2007).  Secondly, this transformation is not 
followed by local government income adjustment to support ownership of the assets (Banner & Gagne, 1995; 
Berry-Stolzle, 2008; Bloomberg, 2007; Bovaird & Loffler, 2008a; Buchanan & Musgrave, 1999; Too, 2007).  
Thirdly, there is a wide gap between demand for public services and availability of assets as supporting tools in 
successfulness of public services delivery (Ayuningtiyas, 2008; Bovaird & Loffler, 2008b; Brown & Potoski, 
2004; Jolicoeur & Barrett, 2004).  Fourthly, asset depreciations also become relatively important factor to be 
considered in the asset related activities (Anthony & Michael, 2004; Kaganova & Nayyar-Stone, 2000).   
 
All those conditions suffered by local governments can be solved by application of a public asset management 
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framework (Anthony & Michael, 2004; Kaganova, 2008; Kaganova & Nayyar-Stone, 2000; Summerell, 2005).  
Although there might be other non-asset solutions to soften the problem, adoption and application of a public 
asset management framework will significantly reduces the impact of the circumstances above.  Asset 
management can be defined as: "A continuous process-improvement strategy for improving the availability, 
safety, reliability, and longevity of assets, i.e., systems, facilities, equipment, and processes" (Davis, 2007). 
 
In order to adopt and apply a proper public asset management framework, the first step local government asset 
managers should conduct is to identify opportunities and challenges related to adoption and application of the 
framework.  There should be a clear identification of the opportunities and challenges that may arise as a result 
of adoption and application of a public asset management framework.  This identification will be varied among 
local governments throughout the world, based on its circumstances and uniqueness.  Therefore, the aim of the 
study is to identify opportunities and challenges that local government asset manager in developing countries 
could be required to manage when adopt and apply public asset management framework. 
 
The study begins with an introduction and background to the study.  It is then followed by discussion on the 
literature about the opportunities and challenges theory of applying appropriate public asset management 
framework.  Then discusses methodology used in this study.  After that results and discussions of the study i.e. 
opportunities and challenges local governments that are local government might be required to manage when 
apply appropriate asset management framework.  Finally, the paper then closes with a summary of the 
discussions. 
 
2. LITERATURE REVIEW 
 
Opportunities 
 
Summerell (2005, p. 8) argues that organisations, both private and public, are now focusing on real property 
assets such as land and buildings, and infrastructures.  Organisations are now aware that the role of real property 
holdings is important in fiscal responsibility and in implementing organisational missions.  That challenge has 
resulted in a requirement for improved real property asset management to demonstrate a uniformly high level of 
performance across all sectors in the integration of financial and mission-performance objectives.  This new 
emphasis on real property is understandable because, for most organisations, real property assets represent their 
second-largest investment, exceeded only by personnel costs.  Summerell also adds that financial executives in 
both private sector and governmental organisations would be well advised to strengthen their understanding of 
real property asset management.  By examining business and mission requirements, creating auditable cost and 
investment management strategies, and optimising facilities and infrastructure portfolios, any organisation can 
achieve sustainable success in property asset management.   
 
Summerell believes that if asset management is implemented, most organisations will gain some opportunities, 
such as 1) real property operations, in reduced and fully auditable operating costs; 2) real property use 
optimisation, in reduced vacancy rates and improved fulfilment lead time; 3) portfolio management, in managed 
value, auditable benefits, and costs; and 4) demography, in better balance, reduced churn, and lower costs.  
These benefits, in turn, enable organisations to make better-informed decisions related to their business and 
mission strategies.  Sharing optimised data across functional business areas ensures that the disclosure of 
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financial data is complete, verifiable and authenticated.  Taken together, those benefits are what will be required 
for any organisation in the future (Summerell, 2005, p. 9). 
 
Accurate, detailed, up to date information about an organisation’s property as one of asset management process 
has for many years been accepted, in principle by private practitioners, as the minimum requirement for effective 
management (Kooymans & Abbott, 2006, p. 198).  Ideally, the role of an asset database is to provide 
information that assists the organisation in its day-to-day asset management function, while contributing to the 
organisation’s overall financial planning and asset decision making; and influence general organisation’s 
strategy. 
 
The asset information required will vary between organisations, but possession of meaningful information 
regarding physical lives of assets, expected amount and timing of major capital and maintenance expenditure and 
asset replacement, enables life-cycle maintenance and assets renewal being an integrated part of the 
organisation’s strategic planning.  Asset managers are, therefore, able to influence organisational decisions that 
affect their operations and, in a competently run organisation, have access to the necessary cash-flows without 
giving the organisation unpleasant surprises (Kooymans & Abbott, 2006, pp. 198-199) 
 
Unfortunately, although the importance of public asset management application is already appreciated by 
experts, practitioners and other asset stakeholders, the asset management framework itself is either missing or 
not developed at the local governments. 
 
In many countries, including some developed countries but especially in developing countries, the public asset 
management framework is non-advanced.  Even basic steps, such as inventory, computerisation, and tracking 
revenues, expenses and values of municipal properties are not completed (Kaganova & Nayyar-Stone, 2000).  
Kaganova and Nayyar-Stone (2000) examine the basic characteristics of asset management by local 
governments in three developed countries New Zealand, the U.K., and the U.S., and focus on the recording and 
property accounting of asset management; and does not cover any of the more comprehensive elements of asset 
management.   
 
The results of the study reveal that, even in New Zealand, which is often considered a world leader in central 
government driven public asset management reform, 10% of municipalities did not have inventory records of 
their assets as of 1995.  In the U.S., only 80% of the municipalities in the Cleveland sample had at least 
inventory records.  Computerisation of records and property management is a sufficient indicator of whether a 
system is operating effectively.  However, two-thirds of local governments in New Zealand and the U.K., and 
only about a quarter of the U.S. sample, had a computerised system for property management. 
 
Challenges 
 
The first challenge is the absence of a legal and institutional framework. Many local governments have 
insufficient discretion in the area of real property asset management, and is facing difficulties setting up proper 
incentives for public assets and asset managers.  In other words, the legal and institutional framework for local 
government asset management is not sufficiently developed or permissive in many countries (Kaganova & 
Nayyar-Stone, 2000).  
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Another issue, also related to the regulatory framework for local asset management, is that the law does not 
clearly define local public property.  For example, in Russia, there is still no regulation that clearly defines which 
public lands in cities are owned by various government levels.  Albania and Kyrgyzstan have not passed any 
laws on public property.  The Romanian and Macedonian juridical systems are overwhelmed by legal disputes 
between the central and local governments regarding property ownership (Kaganova & Nayyar-Stone, 2000). 
 
The second challenge is the non-profit principle of public assets.  Although the majority of local governments 
have been under financial pressure due to increased public services demand and decreased subsidies from central 
government, the local governments is keep managing public assets as public goods and as non-income generated 
resources.  
 
There is no systematic consideration of the efficiency of public assets use or its financial performance in order to 
recognise the profitability of the assets.  Only the capital costs of new public projects were an issue.  A new 
vision took place in the early 1980s that treated public real estate as an asset producing a mix of measurable and 
difficult to measure returns (including social benefits), rather than a public good (Cagle, 2003; Callahan, 2007; 
Carter, Klein, & Day, 1992; Charles & Alan, 2005).   
 
Third challenge is cross jurisdictions in public asset management.  According to Kaganova, McKellar, & 
Peterson (2006), management of public assets is highly grouped with each category falling within a different 
jurisdiction or bureaucracy.  It is operates with different functioning policies and procedures within a given 
bureaucracy.  In almost any country, different classes of property, and even individual real property assets, are 
managed according to local government rules.  They often adopt traditional practices rather than assess and 
select the most appropriate type of property asset management. 
 
Every jurisdiction or authority involved in the asset management process has its own regulation, procedure and 
policy, which sometimes contradict each other.  This is due to the fact that each authority has its own objectives 
without any coordination among them.  According to Priest (2006, p. 237), the most obvious issue in many 
organisations, including local government, is the lack of coordination.  The lack of coordination between the 
property department and the other department has meant that there has often been an imbalance between demand 
and supply.   
 
The fourth challenge is complexity of public organisation objectives.  According to Simons (1993, p. 49), the 
objectives of private organisations and public entities are different.  The objective of private firms in dealing 
with their assets is driven primarily by profit motive, either as a cash generator or as a tool to aid production.  On 
the other hand, the public sector, as a non-profit organisation, recognises both efficient operations and equitable 
distribution of resources as important objectives.  Another important consideration for a public organisation is to 
generate a social return (affordable housing, jobs, and quality of life) to its constituency.   
 
The objective being generated in the asset management is leading most private and public organisations to 
acknowledging capital from their assets (Priest, 2006).  Although conceptually simple, identifying value from 
the public property assets is complex from operational, fiscal, and accounting standpoint.  Local government 
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should consider many aspects very carefully and should keep all aspects and consequences of the management 
process in perspective.  
 
Political interests are also holding an important consideration to the asset decision-making in local governments’ 
organisation.  Politicians have strong power whether through their political parties or through the house of 
representative to influence the local government asset managers.  
  
The fifth challenge is data availability required for managing public property.  Even among advanced reformers, 
information about real property has been an issue until very recently (Kaganova et al., 2006, pp. 14-15).  As of 
1996, only 65 percent of all local authorities in New Zealand and 66 percent in England and Wales had their 
property records computerised (Bond and Dent, 1998 cited in (Kaganova et al., 2006).  As of 1997, Washington, 
D.C., had duplicative and inconsistent inventory records of buildings that the city owned and substantially 
incomplete inventory of in-and-out leases, not to mention more comprehensive information (Asset Management 
Reform, 1997).  Even in early 2002, there was no reliable government-wide data on property holdings of the 
federal government in the United States.  Its worldwide inventory lacked such key data as space utilisation, 
facility condition, historic significant, etc. (Ungar, 2003 cited in (Kaganova et al., 2006).  Since then, the quality 
of inventory data in the United Stated has improved, but it is safe to assume that inventory deficiencies are the 
norm in most places. 
 
Revenues and expenses are not tracked on a property-by-property basis, mainly because this information is not 
collected within governmental budgeting systems.  The potential market value of real estate is also frequently 
unknown, even for obviously marketable and legally alienable properties.  Bookkeeping values for property 
often are so outdated as to be meaningless. 
 
3. RESEARCH METHODOLOGY 
 
Indonesia is a unitary state with a central government and two levels of autonomous sub-national or local 
government and administration; that is provincial level and regency or city level.  Indonesia’s uniqueness could 
represent the conditions of developing countries in general; especially those countries that fall in the area of 
ASEAN countries. South Sulawesi is chosen because it is the gate of the eastern part of Indonesia (Bureau of 
Statistics Indonesia, 2006).  It is located in the centre of Indonesia and is well known as Indonesian Centre Point.  
It is often used as a reference or example for other local government in that region. 
 
A case study in South Sulawesi Province, Indonesia is employed to achieve the research objective.  The case 
study utilised interviews, which are continued by document analysis and observations. The interviews were 
conducted with South Sulawesi Province asset managers and practitioners, in semi-structured mode, and were 
followed by telephone interviews to clarify unclear information to ask more detailed questions. 
 
Interviews were conducted in 2009 in the South Sulawesi Province Office.  There are 5 participants selected 
from South Sulawesi Province officers based on their job responsibilities that related to public asset.  In detail, 
two participants are from technical public asset management officers, two participants from middle level 
management and one participant from public asset management decision making.   
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From interviews, the study revealed that there are some documents that need to be analysed to support the data 
retrieved from interviews.  The first documents are the laws and regulations related to public asset management; 
from the highest hierarchy i.e. at the Central Government Act and to the lowest hierarchy i.e. at the provincial 
level.  Besides laws and regulations in the asset management area, local governments were producing other 
significant documents related to the asset management process.  Those documents include reports, notes, 
communication documents, asset census/inventory lists, and other relevant documents.  All data collected was 
analysed qualitatively. 
 
Observation is the next strategy.  This study applies non-participant observation, which starts from descriptive 
observation on how local government in South Sulawesi province manages its assets, then move to specific 
processes and problems in municipal asset management stages. 
 
This research observed the local government asset managers carrying out their daily duties.  It examines whether 
they are producing correct documents and reports or not.  It also observes whether local government officers are 
complying with the laws and regulations in public asset management processes or not.  The objective of this 
study is not to reveal the asset managers behavioural as the centre of the attention, rather the study acquire the 
asset life cycle processes as the centre of the research.  Therefore these observations are only complimentary 
tools to reveal things that do not shown on the papers and interviews.  It also intended to study sensitive matters 
that officers are reluctant to discuss.  
 
4. RESULTS AND DISCUSSIONS: OPPORTUNITIES AND CHALLENGES 
 
The importance of public asset management framework application at local government level in developing 
countries can be emphasised by identifying the opportunities and challenges that may impose to local 
government when adopting a public asset management framework.  Those opportunities and challenges are 
discussed below. 
 
Opportunities from Adopting Current Practices 
 
There are some opportunities for local government in the adoption of current practices of public asset 
management.  Those opportunities include: more effective and efficient organisation, more accountable and 
auditable in managing public assets, increased local government portfolio, and improvements in the quality of 
public services.   
 
By collecting and recording up-to-date asset information into asset management documents, such as asset 
databases, local government will be able to identify vacant, underutilised and surplus assets.  Through this 
information, local government can then identify the need for allocating public funds or discontinuing 
unnecessary expenditures.  In other words, the local government is more effective and efficient organisation. 
 
The case of South Sulawesi Province is in line with the theory mentioned in the literature review.  One source of 
inefficiency is the presence of large portfolios of vacant or underused properties.  This condition is caused by the 
harmonisation of structure or the scope of government departments and agencies that progress faster than local 
governments’ capability to reuse or dispose of public assets.  The regulations for disposing of or utilising vacant 
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property are too complicated and time consuming.  Such regulation creates an environment where local 
government officials are reluctant to dispose of or utilise the property. 
 
South Sulawesi Provincial Government owns 776 parcels of land with a total of 14.603.000 m2. Those 
properties are valued at purchased/historical value around US$ 138.288.000.-. 10 percent of those properties are 
considered surplus (South Sulawesi Province Secretary, 2008).  By disposing of the surplus properties, South 
Sulawesi Provincial Government could save a huge amount of public funding for maintaining the surplus land; 
in many cases expenses for the maintenance of unused facilities exceeds development/production costs.  Another 
benefit from disposal of surplus land is that local government could earn additional income.  By disposing of 
those assets at market price in 2008 (US$ 550,- per square metre (Hanis, Rustanto, & Harijadi, 2008)), South 
Sulawesi Provincial Government could have earns additional income of US$ 803.139.000,-.  This number is far 
beyond the current purchased/historical value of total assets owned by the local government.   
 
The second opportunity is to be more accountable and auditable organisation.  The administrative and financial 
reporting system apply by local government in regard to applying the updated public asset management, for 
example using accrual base accounting system, will create accountable and auditable organisation.  The data 
used in the accrual based government financial report enables the assessment of accountability and performance 
of government entities. 
 
Practicing asset management continually means updating data regularly, which also means increasing the quality 
of information that is made available to community or other local government stakeholders.   Quality 
information will give better understanding to decision makers, which in turn will improve the quality of 
decisions.  In the case of South Sulawesi Provincial Government, information, which is stored in their asset 
census reports, is limited to general information. This type of information could not be used to support the 
decision-making process.  There is no current condition information of the assets (South Sulawesi Province 
Secretary, 2008), to indicate whether the assets need to be refurbished, maintained or other processed.  
 
The third opportunity that a local government could gain is increased local government’s portfolio.  Increased 
portfolio also means better fiscal capacity mapping for foreign investors.  Currently according to the Ministry of 
Finance Indonesia (2009), South Sulawesi is categorised as an average rate province in terms of fiscal capacity 
mapping.   
 
Traditionally, South Sulawesi Provincial Government uses historical value for public property accounting in its 
financial report.  By applying current practice of public asset management, there is a chance for the Provincial 
Government to correct the value of its property.  The use of current market value provides an opportunity to 
increase the value of local government portfolio.  From the asset census conducted by South Sulawesi Provincial 
Government (South Sulawesi Province Secretary, 2009) in 2009, it is revealed that almost all data in the report is 
outdated.  The value of the property is based on historical value i.e. based on transaction price of the property.  
Of the 776 parcels of land owned by the Provincial Government, almost 90% was purchased 15 to 25 years ago.  
The correction of just one aspect of the asset management in the process, i.e. applying market value to the 
property, will have significant impact on governments portfolio.  By comparison, the Central Government of 
Indonesia has increased in the value of their property by 100 percent, from US$ 21.206.316.000 (valued in 2006 
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account) to US$ 42.862.105.000 (valued in 2009 account), as a result of revaluation of their assets (Directorate 
General of State Asset Management, 2009).   
 
The fourth opportunity that a local government might gain by adopting current practice of asset management is 
improved quality of public services.  In the selection of asset ownership, as one asset management process, local 
governments select the type of assets they need to deliver public service.  It is important for them to identify and 
align their assets with their core businesses.  It is also important to categorise those assets based on their 
importance and significance to the community.  Some assets e.g. military assets are important to the government 
but not directly significant to the community needs.  Some assets such as water and electric infrastructure are 
important to the community but not significant to the government to own and manage.  This categorisation can 
help local governments identify their needs toward public assets as supporting source in public services delivery. 
 
The adoption of an asset management framework by local governments can provide a better knowledge of how 
to align the local government asset to best meet the service delivery needs of the community.  Strategic analysis, 
as one asset management process, aims to identify the direction of the customers’ expectations in relation to 
public service delivery to the community.  Consequently, local government asset managers must ensure the 
compatibility between current asset portfolio and the public services local government provides.  
 
Challenges of Adopting Current Practices 
 
The first challenge is the absence an institutional and legal framework.  Many local governments, such as South 
Sulawesi Provincial Government in Indonesia, do not have enough understanding in the area of real property 
asset management.  They also have difficulty in setting up proper incentives for property and asset managers.  In 
other words, the institutional framework for local government asset management is not sufficiently developed.  
Another issue, related to the regulatory framework for local asset management, is that the law does not clearly 
define local public property.  The current definition of local public property is based on Government Regulation 
No. 6/2006 on State/Local Government Asset Management.  This definition is too general and difficult to 
translate in to practice by local government officials.  There is no further practical guidance for local government 
officials with regard to their public asset management activities. 
 
The second challenge is the non-profit principle of public assets.  Although the government of South Sulawesi 
Province has been under financial pressure, due to increased public services demand and decreased subsidies 
from central government, local government still treats public assets as public goods and as non-income 
generated resources.  
 
The South Sulawesi Provincial Government also has no systematic measurement of the efficiency of their real 
estate use or the financial performance of their public properties in order to recognise the profitability of the 
public assets.  Only the capital costs of new public assets were an issue.  It is proscribed for the government to 
earn profit from public real property assets such as office buildings.  The government believes that taxpayers 
fund those assets; therefore it is their rights to obtain benefit from those assets, at no cost.  This condition is even 
stronger between government-to-government organisations.  It is unusual to charge the other government 
division for the use of government’s building offices and infrastructures.  This practice contradicts with practices 
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in public asset management settings, such as in Australia and New Zealand. 
 
The third challenge is the problem with cross jurisdictions in public asset management.  Management of public 
assets is conducted by different jurisdictions or bureaucracies depending on who occupies and utilises the assets.  
It operates with different functioning policies and procedures in various divisions within provincial 
governments.  Different classes of properties, and even individual real property assets, are managed according to 
divisions’ own policies.  They prefer to apply traditional practices rather than adjust existing practice towards a 
more developed system. 
 
Each sub division in local government organisation has its own regulations, procedures and policies, which 
sometimes contradict each other.  This is due to the fact that each authority has its own objectives.  This 
condition is worsened by a lack of coordination among provincial government divisions.  The lack of 
coordination and communication between the local government asset manager and user organisations has lead to 
an imbalance between demand and supply and public service quality.   
 
In some cases in Indonesia, local governments suffer difficulties in identifying which asset falls in whose 
jurisdiction, whether it is central government’s jurisdiction or local government’s jurisdiction or another local 
government’s territory.  This condition is mainly caused by a lack of coordination and proper asset 
documentation.  There is no evidence of the assets ownership, whether it is transferred from central government 
or from other local government or acquired by compulsory acquisition or as a gift from other entities.  
 
The other challenge is the complexity of public organisation objectives.  As mentioned in the literature review, 
local governments as a non-profit organisation recognises both efficient operations and equitable distribution of 
resources as important objectives.  However, above all, the most significant objective for most if not all 
governments (especially the top leader) is how to win the next election.  This objective has driven local 
governments away from proper asset management objectives. 
 
Political interests are an important factor in the asset decision-making in local government organisation.  
Politicians have strong power, whether through their political parties or through the house of representative, in 
influencing local governments’ asset managers decisions.  This power, although not clearly identified nor 
denied, is already have an effect on the local governments entities.  For example, the procurement process of 
new projects is highly targeted by politicians or house of representative members, whether for constituent 
interests, financial purposes or for political purposes. 
 
Finally, data availability related to public assets management is also a challenge for local government to adopt 
current asset management practices.  As of 2008, only 50 percent of all local authorities or divisions in South 
Sulawesi Provincial Government had their property records computerised.  There is no reliable up-to date 
inventory data on property holdings of the government.  It is found that the asset inventory report has lack of 
strategic and meaningful data such as property utilisation, property condition and historical significant, and other 
important information.  This, in turn, causes poor decision making related to public asset management. Revenues 
and expenses are not tracked on a property-by-property basis, mainly because this information is not collected 
within governmental budgeting systems.  The potential market value of real estate is also frequently unknown, 
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even for highly marketable and legally permissible properties.  As result, out of date historical values of the 
property are always quoted in the report.   Such conditions are due to the fact that government officials do not 
record current market values correctly. 
 
 
5. CONCLUSION 
 
In order to adopt and apply a proper public asset management framework, local government asset managers 
should first identify the opportunities and challenges that could appear if local governments adopt the 
framework.  This identification should be established in the early stages before the framework is applied in order 
to calculate its benefits and risks. 
 
Based on the study, there are some opportunities that local government asset managers could achieve by 
adopting current practice of public asset management. Those opportunities are more effective and efficient as 
well as more accountable and auditable in managing public assets, increase local government portfolio, and 
improve the quality of public services.   On the other hand, there are also some challenges that local 
governments might face.  Those challenges are the absent of institutional and legal asset management 
framework; the old perception of local government towards public assets; cross jurisdictions asset management 
within the local government; the complexity of public organization objectives; and unavailability of data 
required for public asset management. 
 
Those opportunities and challenges have resulted in a requirement to improved public asset management to 
produce a high level performance across all divisions and sectors within the local government organisations.  
Local governments’ asset managers would be well advised to strengthen their understanding of public asset 
management by examining public services and mission requirements, creating auditable cost and investment 
management strategies, and optimizing facilities and infrastructure portfolios, and aligning asset decisions 
making with community and organisational needs. 
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